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OUTPUT AND EMPLOYMENT POLICY 
A summary of Recent Discussions 
REVIEW OF 1041. 


The Government’s policy of harnessing industry to the war effort 
moved ahead in various directions during 1941. At the beginning 
of the year the original priority organisation was overhauled and 
transformed into a Production Executive. This body, on which all 
the Supply Departments are represented, attempted to square 
departmental requirements with existing resources by allocating 
priorities en bloc to the various departments. This bulk distribu- 
tion of priorities was a step forward, but little was done to close the 
gap between the planning centre and the producing units, apart 
from the improved working of the Regional Boards acting in an 
advisory capacity. Nor has there been any decisive progress in the 
organisation of industry, although the exchange scheme for machine 
tool capacity, the Government pool of road transport, and similar 
measures have gone some way to remedy specific weaknesses. ' 

Greater progress has been made in the reorganisation of the 
non-essential industries. Although the Government’s method of 
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‘voluntary concentration has been criticised on various grounds and 
the release of man-power and factory space did not quite come up to 
expectations, there can be little doubt that in spite of leakages 
substantial resources were shifted from the civilian to the war 
sector; additional man-power was freed from the shrinking export 
trades and by combing out other industries. 

The instrument of the Essential Work Order (affecting now more 
than 4} million people) tied workers in important industries or 
firms to their job, thus preventing a reflux of labour to more 
remunerative but less essential jobs, competitive enticing of skilled 
labour by manufacturers, and an uncontrolled movement of labour 
within the essential sector. These measures were supplemented by a 
drive to enlist 'into industry, reserves which were hitherto not 
gainfully employed. The Government relied on the voluntary 
method, and although the drive had some success its results fell 
appreciably short of needs. As the forces, particularly the A.T-S., 
were short of women volunteers too, the Government decided in 
December to introduce conscription for certain age groups of single 
women. The provisions of the National Service Act signify a sub- 
stantial increase in the demand for man-power of the forces, to be 
obtained by combing out men from all industries and by drafting 
in single women, and an attempt to replace withdrawals from 
industry and to satisfy the demands of the new factories partly by 
transfers from less essential occupations, partly by conscription of 
single women desiring to do munitions work rather than to join the 
forces, and partly by inducing married women «to take on industrial 
work. 


TARGETS FOR 1942, 


The debate on the Bill showed fairly general agreement between 
members of different parties and Government spokesmen as to the 
problems which await solution in 1942, but considerable disagree- 
ment about the ways and means of tackling them. Admittedly 
there is room for considerable improvements and Mr. Bevin’'s call 
for a 30 to 40 per cent. increase in output has set the target. Unfor- 
tunately, the optimum use of resources cannot be obtained by one 
bold stroke of policy. It depends on the appropriate interlocking of 
many agencies and on psychological, social and political factors, 
the relative importance of which cannot easily be ascertained in a 
quantitative way. To state the difficulties and to summarise the 
remedies which have been suggested may nevertheless be useful. 

Improvements are demanded in three directions: steadying the 
flow of orders and supplies, fuller and more even use of existing 
resources, and bringing in of additional resources. This threefold 
nature of a production and employment policy has been very much 
stressed in recent debates. For our purpose the following classi- 
fication of more concrete targets seems to be preferable. 
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1. Dovetailing of Governmental and Industrial Organisation 


According to the Chairman of the Select Committee on National 
Expenditure (Hansard, December 2nd, 1941, col. 1081) the system 
of the Production Executive seems to work in the following way : 

“The Cabinet decide the weapons required by the country and order the priori- 

ties for the production of them. The Production Executive . . . translates that 
decision into a general line of policy and lays down the limits for each purchasing 
Department. At that point the system ceases to function. For every Department 
goes throughout the country to get, as is natural, the utmost possible to fulfil their 
quotas.’ “The confusion comes not . . . from the control at the centre but lower 
down when the orders are translated to production itself. . . . Why should there 
be this competition between Departments? It is the system which is to blame not 
the Departments.’ (Ibid. 1082.) 
If these observations describe the situation correctly there seems to 
be a case for extending the organs of the Production Executive so as 
to direct the flow of orders from the centre via intermediate agencies 
to the producing units in a non-competitive, planned way. To this 
end the Regional Boards, which have at present mainly advisory 
functions, should, it has been suggested, be given executive authority 
to allocate regional block orders to firms within the region and to 
act as clearing: centres for the exchange of capacities.1 Such recon- 
stituted Regional Boards would, it is argued, eliminate departmental 
competition in the placing of contracts, decentralise the bureau- 
cratic machinery sufficiently to keep producing units and placing 
units in close touch, distribute orders to the main contractors and 
take a hand in the distribution of sub-contracts by bringing in the 
smaller firms. They might also be the appropriate body to intro- 
duce an exchange of technical and social manufacturing experiences 
and to tackle the thorny question of trade secrets and patents which 
industries or firms would hardly do. Such an exchange would be of 
great value in spreading the knowledge of successful methods and 
particularly in bringing less efficient firms on to a higher level. As 
regional organisations the Boards would be within easy reach of © 
the firms and factories and at the same time be in a better position 
to investigate and remedy frictions and hold-ups in production. 

Even if this decentralised planning for war were carried out, its 
successful operation would not be a matter of easy routine. The 
argument that regional executives would miltiply in each region 
the rivalries between the supply departments at the top need 
perhaps not be taken too seriously, but it is clear that the Production 
Executive would have to be transformed from a joint meeting of 
departmental chiefs into a properly staffed department if it is to 
allocate orders to the regions broadly according to their specific 
production facilities. Many of the products are specialised and can 
be produced only by certain firms in certain regions. Sub-contract- 


1 J. Steindl, ‘The Production Executive’s Regional Boards,’ BULLETIN, Volume 
3, No. 13. 
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ing as well may have to be undertaken on an intra-regional basis as 
well as within the region, and Regional Boards might interfere 
with traditional business relations and customary trade channels, 
which may mean greater efficiency in the end but cause temporary 
disturbances in the beginning. 

Moreover, the necessity of intra-regional planning, the industrial 
density of some of the regions and the myriad of products required 
for modern warfare make it doubtful whether Regional Boards 
can effectively deal with individual producing units. In order to do 
so they would have to be staffed by civil servants, with power to act 
quickly and independently within well defined limits, and with 
considerable experience in handling technical and manufacturing 
problems. The British pre-war system did not provide much chance 
for the formation of this type of civil servant. Under the impact of 
war there may grow up this new type, familiar with the work of 
industrial planning (needed also for the reconstruction period). In 
the meantime a better organisation of industry may ease the task 
of the Regional Boards. About the appropriate forms of organisation 
opinions will differ, and the methods may differ for various indus- 
tries. Where efficiency would be substantially increased, nationalisa- 
tion, pooling, the formation of public corporations and similar 
methods may be used ; in other cases, or where the former method 
is rejected on political and other grounds, comprehensive organisa- 
tion of an industry with regional and sectional subdivisions could be 
adopted. Such industrial groups should be represented by works 
managers, technical experts and workers in the industry, streng- 
thened by civil servants. This form of organisation would give 
responsible civil servants a chance to meet the men.toiling in the 
industry, to see all sides of a case and many related cases by immedi- 
ate experience and to decide on this basis what is needed and prac- 
ticable to maximise the war effort. Industrial groups of this type 
could act as advisory panels to the Central and Regional Production 
Executives and as intermediaries for the collection of information 
and for carrying out their policy. The admixture of civil servants 
and workers’ representatives may also partly offset monopolistic 
tendencies of such organisations, tendencies which would clearly be 
strong if existing cartels and industrial associations were entrusted 
with this task. 


2. Checks and Controls 


Directing output from the centre down to the producing unit 
requires some organisation, but the first condition of effectual 
planning for war (and also for reconstruction) is an accurate know- 
ledge of the facts. If the Production Executive or Regional Boards 
are to function properly they must have an up-to-date record of the 
use and location of existing resources in the various firms, sections 
and districts. Without such a current census there can be no 


BULLETIN AND DIARY 33 


control of efficiency, costs or wastages, no advance planning and no 
intelligent discussion of policy. Government and critics alike may be 
aware of certain deficiencies but have no quantitative idea of their 
extent and no machinery to discover it. As to costs, we have the 
statement of the Select Committee that the situation is even worse. 

A current collection of data on the composition and use of the 
labour force, on hours worked, on output per man, dispersion of 
costs etc., would enable Regional Boards to investigate the reason 
for sub-average results, to redistribute orders with a view to pre- 
venting idleness, to discover slackness and other frictions. To get 
correct information will not always be easy when presumed or real 
interests pull in the opposite direction, and some positive measures 
will be required to induce both managers and workers to reveal 
things rather than to veil them. It seems probable that a regional 
organisation would be in a better position than centralised Depart- 
ments to collect and handle this information with good effect, and 
the cost in man-power to work these controls is likely to be negli- 
gible compared with the gains from better utilisation of all industrial 
man-power. 

However, the need for better information and better controls 
may be generally recognised while methods of getting them may be 
disputed. Some improvement may be obtained from unified costing, 
or from a scale of standard costs for certain manufactured goods, or 
from a more automatic control on efficiency such as that discussed 
in another part of this issue by Mr. Kalecki,! or by a system of 
efficiency bonuses to managers. 

3. Higher Output per Head 

Better organisation and closer scrutiny ot results may go some 
way towards increasing the output of the employed resources. But 
this action from above will hardly give the optimum effort if it is 
not accompanied by a drive from below to maximise output with 
the minimum of real costs. What stimuli can be applied to get 
managers and workers interested to get the job done as quickly 
and as cheaply in real resources as possible? _ 

The choice of potential stimuli is very wide indeed. It ranges from 
appeals to duty and patriotism and calls for the defence of demo- 
cracy and freedom to Aid for Russia appeals, from creating hopes or 
fears to establishing a self-interest or imposing penalties, from pro- 
mises of a better world in the future to present improvements in 
social and material conditions.2 We are not concerned here with 
this important aspect of the problem, and confine ourselves to the 

1 See ‘ Excess Profits Tax and Government Contracts,’ p. 40 of this issue. 

2It would be unwise to underrate the power of the psychological incentives: 
the anxieties after the collapse of France and the Aid to Russia Campaign gave a 
great impetus to production; co-operation of management and workers in works 
councils has in many cases improved output; the collectivisation of the mines may 
increase the coal output although it may not alter the material conditions of the 
miners, 
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so-called economic incentives. It would be equally wrong to under- 
estimate their importance and/or the interrelation of economic and 
psychological incentives. 

Our question is then, what economic measures can be taken to 
increase output per head. Broadly speaking improvements may be 
sought-for in three main directions: (a) rationalisation, (b) adjust- 
ment of methods of pay and working conditions, (c) efficiency 
inducements to managers and entrepreneurs. 

(2) Rationalisation is taken here in the wider sense and includes 
not only technical improvements in plant and equipment but also 
better organisation, selection of the most efficient producers, 
limitation of types of products and standardisation of parts. Com- 
paratively little has transpired of the technical progress in manu- 
facturing processes, and Company Reports are for obvious reasons 
silent about it. Clearly it is more difficult to get new machinery in 
war-time when just these resources are needed for the production 
of weapons; though public policy should weigh up the labour or 
material saving of improved techniques against the initial costs in 
real resources. It may be presumed that technical improvements in 
the war industries proper are considerable as the new factories are 
built on modern lines. In other fields less attention seems to be paid 
to this form of saving in man-power. Moreover it is well known that 
very substantial savings in resources can be obtained even without 
very great investment in new equipment by concentrating output 
in the most efficient units, by limiting the number of types of pro- 
ducts and by standardising parts. The grading of coal into five main 
types was a step forward, but a good many mines working poor 
seams and using obsolete equipment are still operating and using 
man-power which could give a higher output per head if trans- 
ferred to other fields. Wherever concentration of output in the more 
efficient units is practicable, or telescoping of industries is contem- 
plated, or man-power can be freed from trades with a low output 
per head (non-food retail trade), it will be a gain for the economy 
as a whole and benefit the war sector. The same applies to limitation 
of product types and standardisation of parts. There again not all 
the facts are known and efforts have been made in numerous 
industries ranging from shipbuilding (ugly ducklings) and bricks to 
clothing (utility clothing), but there are indications and statements 
of manufacturers and others which seem to show that post-war 
considerations are frequently acting as a brake on a more forward 
policy. These considerations may be justifiable but there can be 
little doubt that more standardisation in the war sector as well as 
in the civilian sector would free resources for an increased war 
effort, and through greater interchangeability of parts! speed up 


* The British Standards Institution which has done valuable work in the past 
and undoubtedly during the war may tender advice to the Government on many 
of these questions. A general survey of its work in the last two years would be of 
great interest. 
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manufacturing and, what is becoming more and more important, 
the repair process. 

Such technical rationalisation is sometimes made easier by 
administrative rationalisation. In many cases the need for such 
reorganisation had been recognised in peace time by special 
Commissions. and expert Committees (coal mining, milk dis- 
tribution, electricity distribution) ; economy standards in war- 
time will necessarily be stricter and rationalisation through better 
organisation may be profitably extended over other fields (wholesale 
trade, banking, transport, etc.) Admittedly it is easier to demand a 
rational organisation or to prepare a blue print of a scheme than 
to reconcile the conflicting interests and views which determine 
actual policy. To recognise the existence of these difficulties could, 
however, hardly justify disregarding this important factor in output 
Strategy. 

(5) Given adequate organisation and technical efficiency, actual 
output will depend on the efforts of workers and managers. 
Now these questions of wages and productivity, E.P.T. reductions 
and efficiency, working hours and absenteeism, works committees 
and women’s work, have been constantly under public review. 
Numerous explanations have been given for existing deficiencies 
and suggested remedies are even more plentiful. And this, in turn, 
explains partly the groping and hesitant way in which policy has 
proceeded in this field. Let us make the following assumptions 
(admitting that the absolute and relative importance of the different 
elements is not known): Men are working sixty hours a week and 
more, very often a seven-day week. They are interested in working 
overtime to increase their earnings. This attitude is somewhat 
modified (at least for the higher wage groups) by the extension of 
income tax to these income groups, which reduces the incentive of 
or the benefit from overtime. Partly for this reason, partly because 
of the irregular flow of work, workers do not always produce with a 
view to getting the job done in the shortest possible time and to the 
optimum of their capacity. These ‘ facts’ are interrelated and can, 
I believe, be considered as one complex problem. 

The aim is to maximise output with a given number of workers.? 
That requires that each job is done with optimal intensity and 
speed and that the length of the working week is adjusted to the 
intensity of the work so as to enable workers to operate at the 


optimal speed for longer periods. ; 
Many statements from workers’ representatives and employers 


1 Standardisation is also of great importance for the operation and control of 
rationing schemes. For a discussion of this point and the interrelation of output 
and rationing policy, see Mr. Worswick’s article in this number (p. 44) and 


Vol. 3, Nos. 8, 10. ; ¢ 
a Nw of increasing the total labour force will be discussed later. 
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confirm that a speed-up is possible and practicable.1 Workers de- 
mand adequate pay for greater effort and better co-operation of: 
managers and workers. The latter demand, recently re-emphasised 
by Sir Walter Citrine, has been met in many workshops and fac- 
tories and the Government, in understanding with the Trade 
Unions may encourage the extension of these schemes, which, 
according to the Select Committee on National Expenditure, have 
an important bearing on absenteeism, strikes, bottlenecks and on the 
intensity of work in general. The real stumbling block remains, 
however, the establishment of a proper relation between pay and 
effort. Putting aside the problem of inflation as irrelevant in this 
context,? the question boils down to this: what method or methods 
of payment by result will guarantee an increase in pay proportionate 
to the increase in output per unit of time? If this principle could be 
translated into practical policy, aggregate output would increase 
without increasing costs per unit of output. Its application is difficult. 
A great variety of methods of payment by result is in operation; 
- the standard output per unit of time differs greatly from one factory 
to another; the output of a reference period on which to base the 
proportionate increase may not be a representative period for all 
factories or industries; improved equipment and technique may 
lead to higher output without greater effort on the part of workers; 
frequently output depends on team work rather than on individual 
effort, and so forth. To admit these difficulties does not prove the 
impossibility of such a policy. It shows that Trade Unions and 
employers, with the assistance of the Government, must tackle the 
problem industry by industry, or product by product, and, if 
necessary, factory by factory and by way of successive approximation. 
If the income tax (including post-war credits) on lower incomes 
proves to be an obstacle to an intensified production effort, the 
choice would seem to lie between accepting the men’s sub-potential 
effort, and sacrificing what was regarded as just taxation and wise 
fiscal policy to the superior aim of increasing output.4 From the 
point of view of fiscal policy the Chancellor of the Exchequer 
should gain in form of savings what he loses on taxation provided 
that the greater disposable income cannot be spent on consumers’ 
goods. If rationing equates supply of consumers’ goods at cur- 
rent prices with demand, wage claims cannot be based on the 
1 The Aid to Russia weeks (providing temporary stimuli) tend to show that 

even some bottlenecks disappear, when workers are intensifying their effort. 


* Certain improvements in working and living conditions :—better transport, 
billeting, day nurseries, shopping facilities, etc., must be tackled locally and are 
disregarded here. 

* The dangers lie not in higher incomes but in increased consumer spending. 
The appropriate anti-inflationary instrument is rationing, not restrictions on 
incomes generating higher output. See BULLETIN, Vol. 3, Nos. 8, 11, 12,... and 
Vol. 4, No. 2, p. 44. 

_ ‘ The Nazis had to retract some steps of war-time taxation on wages and over- 
time pay and have recently offered tax exemptions for voluntarily blocked savings. 


BULLETIN AND DIARY 37 


cost of living argument and hence cannot lead into a vicious spiral. 
This is in a sense a restrictive wage policy, eliminating certain 
‘harmful’ types of wage claims. A positive policy, though preserving - 
these restrictions, would link increases in earnings to increases in 
output. 

A similar scheme of positive inducement might be elaborated for 
managers and firms. Efficiency bonuses based on the average 
efficiency of the industry with a betterment bonus for increased 
production would be one possibility. Bonuses to firms may be made 
attractive by permitting their use for purchasing certain materials 
at present prices for post-war use, or by guaranteeing them a certain 
sum of post-war contracts. Such opportunities of ‘deferred invest- 
ment’ in tangible objects or contract promises may be a greater 
inducement than money bonuses which inevitably will go into 
Fer. 1 

A concerted policy to increase output per head, proceeding on 
these various lines, might well result in a, say, 5 per cent. increase of 
output per industrial worker. That would be equivalent to, say, one 
half to one million men-years at present productivity rates. In other 
words a better use of employed manpower might very well equal or 
surpass in quantitative importance the reserves of woman-power 
which the Government hopes to bring into industrial employment. 


DRAWING IN WoMAN RESERVES 


To operate the newly equipped factories and to fill the gaps 
arising from new call-ups the Government decided in December last 
to conscript single women aged 20 to 30 mainly for the Auxiliary 
Services and civil defence but with a choice to take on specified 
munitions work. How many of the conscripts will decide for factory 
work cannot be estimated, but the Prime Minister’s statement gave 
the impression that after satisfying the demand of the Services, 
not more than 250,000 additional women would be available for 
industrial work. The actual applications may be appreciably 
smaller than this potential. It is clear, however, that a considerable 
number of these single and hence relatively mobile and adaptable 
women will be needed to fill places for which married women are 
not available because of the location of the factory or other reasons. 
This need may be very urgent and service demands and industrial 
demands must be adjusted and timed very carefully. 

Married women will not be compelled to do industrial work. 
However, to quote Mr. Churchill’s statement of December 2nd in 
the House: 


‘It is in this great field of married women or women doing necessary household 
work, comprising about 11 million persons, that we see our largest reserves for 
industry and home defence for the future. The part-time employment of women in 
industry has already been developed but on nothing like the scale which must be 
reached in the months which lie before us. This is a matter to which employers 
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would be wise to give their immediate attention. They should consider whether 
and to what extent they can adapt their businesses, particularly smaller businesses 
and industries, to a part-time system. . . . The system must be flexible. . .. 
The whole of this process needs to be developed with the greatest energy and 
contrivance and Government Departmerts here and in the provinces must take a 


share.’ 


Whether the eight weeks which have passed have seen a significant 
extension of part-time work and an increase in woman employment 
is not yet known but there are indications that progress has been 
slow and the efforts, rather half hearted. Why then, have both em- 
ployers and women (who were so strongly advised to co-operate) 
not responded fully to the Prime Minister’s call? The defence of the 
two parties concerned may be imagined to run on the following 
lines. The employer will point out that the introduction of part-time 
will affect not only the newcomers to industrial employment. An 
(unknown) proportion of women already employed may want to 
make use of these facilities. The net gain of the scheme, quite apart 
from the additional clerical work involved, would be small. More- 
over, women absenteeism is higher than that of men and the turn- 
over figures for women are also higher. Women, unused to and 
untrained for industrial work give a good deal of trouble and a low 
output per head. And a part-time scheme would increase the 
‘training’ period considerably. Finally, not enough women have 
come forward to meet the demand and the deficiency would be even 
greater if part-time work had been adopted. 

The case of the women may be put in the following way: a 55 
hour week for women (the maximum recommended by the Select 
Committee on National Expenditure) means at least 75 hours’ actual 
work for a married woman. For after coming home from work 
cooking, washing, cleaning and shopping take at least three hours 
a day. Moreover, shopping has become a major job if the family is 
to have the unrationed extras (including cake, cereals, etc.) which 
the neighbours enjoy and on which the working husband may 
insist. Such extras and specialities are usually sold out in the 
evening, if the shops are open at all at that time. For others, income 
from billetees or from letting of rooms, has more attraction. It is 
true that part-time work would remove some of the difficulties, 
but few factories in the neighbourhood offer it and it is not easy to 
find out whether and where women are wanted. Also, pay for the 
unusual work under unusual conditions is not attractive, particu- 
larly if a margin of family income becomes liable to a higher rate 
of income tax.1 Moreover women’s earnings, which, for well- 
{mown reasons, were unduly lower than men’s wages before the 
war, have risen proportionately less? than men’s wages; the dispro- 
portion has thus become wider. - 

? This case would arise to a much less extent (if at all) under a part-time scheme. 


* The average percentage rise in women’s wage rates is about equal to.that of 
men ; the gap in earnings has widened. 
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If this is the attitude of employers and women, mere admonition 
from the Government will not help, because the two parties have no 
way of reconciling their respective views. The alternatives before 
the Government would seem to be (a) to leave things as they are and 
to forgo potential output, (b) to use drastic persuasion or compul- 
sion to change both the employers’ and the women’s attitude, (c) 
to make working conditions (including training for better paid jobs), 
shopping conditions and pay attractive enough to secure an ade- 
quate number of volunteers, to provide machinery for placing 
women in part-time employment, and to advertise the openings for 
morning, afternoon or night work; or a combination of these methods. 

Mr. Churchill’s reference to small businesses and industries as 
the right pioneers of part-time work may mean that the Government 
also contemplates replacing single women in retail trade, commerce 
and banking, service trades and clerical occupations by part-time 
work of married women, but it is likely that the small man needs 
more guidance in this matter than he has received so far. On the 
other hand no evidence has been produced to show that big busi- 
nesses could not usefully employ women on a part-time basis. One 
of the reasons for absenteeism and of the rapid turnover of female 
wage earners would probably be greatly reduced in this way. It is 
true that the facilities of part-time work would be available to 
married women hitherto employed full time as well as to new- 
comers. But a certain proportion of the several million employed 
women would presumably choose the full-time employment par- 
ticularly if women’s wages were adjusted to present conditions and 
some of the newcomers after an initial period may also change over 
to full time work. Two things seem to stand out from this discussion: 
(a) that it will be of little use to shift the burden of extending part- 
time work to employers and women ; it will be the duty of the Gov- 
ernment to guide and shepherd both parties into a clear and practic- 
able scheme ; (5) that in working out such a policy the Government 
will have to assess the numerous factors which affect women’s em- 
ployment and part-time schemes in big and small businesses and in 
various industries, and that therefore not a linear but a multi-linear 
policy must be developed requiring the co-operation of the Ministry 
of Food with respect to shopping hours and unrationed foods, the 
Ministry of Health (day nurseries and sanitary conditions), the 
Ministry of Labour (employment exchanges placing), the Supply 
Ministries and the Board of Trade (to contact the industrial organi- 
sations), the Trade Unions (to discover women’s grievances in 
questions of pay and working conditions), and the Social Services 
(to experiment, say, with the ‘ Box and Cox ’ method of household- 
ing which the Prime Minister has mentioned). Here as in other 
cases it is the interdependence of the various factors in reality con- 
fronted by departmental specialisation which makes concerted 
action on various lines so difficult. 
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CONCLUSION 


The main conclusions which emerge from this survey are simple. 
The different aspects of production policy must be seen as a whole. 
Individuals in the production process cannot be expected to see 
much more than their particular sector, and they have no control 
over the many factors which must be harmonised for a smooth 
flow of output. It is, therefore, up to the Government to establish 
conditions in which the individual’s effort produces maximum 
results. No single measure (nor a single Minister) will achieve the 
optimum combination of all the social, technical, administrative 
and economic factors bearing on production. A method of sys- 
tematic ‘infiltration’ proceeding on many lines and converging on 
the strategic object is likely to give better results than a frontal 
attack at one point. Furthermore, a co-ordinated policy which 
assigns to each Department the part it has to play in the drive for 
greater output would seem to have better chances of success than 
piecemeal and independent departmental actions which often 
counteract each other. 

F. BuRcCHARDT. 


EXCESS PROFITS TAX AND GOVERNMENT 
CONTRACTS 


1. The Excess Profits Tax is often considered a brake on the war 
effort because it deprives entrepreneurs of the profit incentive and 
thus prevents the full use of existing resources. ‘We propose here to 
examine this problem for industries working on Government 
contracts and to show that the repercussions of 100° per cent. 
E.P.T. depend closely on the form of contract. It is in particular 
possible to construct such a form of contract that E.P.T. would 
not hamper the expansion of output of the industries in question. 

Imagine first that contracts are given on the basis of costs plus 
percentage profit margin. It is obvious that 1oo per cent. E.P.T. 
by taking off the excess of total profits over the ‘standard level’ 
does not hamper production in this case for the simple reason that 
profits are here proportionate to costs and thus are no indicator of 
efficiency. Also if E.P.T. were abolished there would be under this 
type of contract no tendency to get out of a given plant the maximum 
output by a better organisation etc.; the entrepreneurs would 
merely strive even more than under E.P.T. to increase the costs by, 
say, working as much overtime as possible, even though it may not 
increase but reduce the output per worker. 

If the contract is on the basis of cost plus fixed profit margin per 
unit of output the total profit is proportionate to output and thus 
constitutes an incentive for its expansion. But the strength of the 
incentive is dependent on the level of the margin. If it is very high 
the entrepreneur may not—even in the absence of E.P.T.—strive 
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very hard for better organisation, etc., his profit being anyhow very 
‘comfortable.’ And clearly with 100 per cent. E.P.T. any efforts to 
increase output are of no interest to him. But if the profit margins 
are fixed sufficiently low so that only at a high degree of utilisation 
of available resources the ‘standard profit’ (i.e. the level of total 
profits the excess over which is taxed) is reached, even 100 per 
cent E.P.T. will not hamper the entrepreneur’s initiative ; for he 
must then strive hard to increase the profit within the range not 
subject to E.P.T. 

The position with a fixed price contract is similar. In this case the 
entrepreneur has a double incentive to increase the output per 
worker: to expand the outputand to reduce costs. But if the margin 
of profit is wide he may even in the absence of E.P.T. make no great 
efforts to reorganise production. This the more so that the reduction 
of costs may bring him additional profits only for the contract in 
question, while the next contract may be given to him on the basis 
of reduced costs. 100 per cent. E.P.T. will, of course, in this as in the 
previous case, wipe out any incentive for improvements of the 
methods of production. On the other hand with a sufficiently low 
profit margin even 100 per cent. E.P.T. will not disinterest the 
entrepreneur in such improvements. 

2. We are now going to describe in some detail a form of contract 
which would reconcile incentive for an optimum use of available 
resources with 100 per cent. E.P.T. Let us assume first for the sake 
of simplicity that a factory is engaged only on production of one type 
of goods on contracts fromone Government Department. Imagine 
now that contracts are given on the following conditions: (1) The 
actual costs of production are covered (not allowing, of course, for 
excessive repair and maintenance or unreasonably high managcrs’ 
salaries). (2) The profit margin p is fixed at the level of the ratio of 
‘standard profit’ as calculated for E.P.T. and the maximum 
productive capacity M, or: 

k S 
M 
Thus if the entrepreneur reaches the ‘target output’ M he earns his 
standard profit S; if his rate of actual output is lower than M he gets 
proportionately less. In no case therefore is he subject to E.P.T. 
and he has to strive to reach his ‘target output’ in order to earn his 
‘standard profit.” ; 

The concept of M requires, however, further elucidation. With 

1 The position is here different from peace-time because of scarcity of labour. 
With ample supply of labour (and provided equipment is not fully used) the in- 
crease in output does not require a particular effort. 

2 Since firms working under this system will be unable to benefit from repayment 
of 20 per cent. of E.P.T. after the war, the ‘standard profit’ may be fixed a little 
more liberally, in particular where the pre-war profits were low (often the 
case with small firms). 
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a given crew, by M is meant here that output which would be 
achieved if each worker worked the optimum time, and if the organi- 
sation of production (inclusive of the system of wage payment) 
were reasonably good. For a clever technician with good experience 
such an estimaté would be quite possible. (He must take into account 
to a certain extent the normal hitches in raw material supplies.) 

There arises here, however, a difficulty because of a possible 
understaffing of the factory. It may absorb more labour than it 
actually employs at present. If M is fixed on the basis of the existing 
crew the entrepreneur is not interested in employing more labour 
even if it were available. On the other hand it is impracticable to fix 
‘target output’ on the basis of the productive capacity of equipment, 
because the entrepreneur may simply be unable to get additional 
labour. 

This difficulty may be solved, I think, in the following way. 
The ‘target output’ is estimated on the basis of full employment of 
the factory, but after deduction from the latter of that number of 
vacancies communicated by the firm to the Ministry of Labour 
(or its agencies) which the Ministry has been unable to fill. If for 
instance the actual employment in a factory is 1,000 workers, if it 
is estimated that it may still absorb 500 workers, and if the number 
of vacancies unfilled by the Ministry of Labour is 300, then the 
target output is calculated on the basis of 1000 + 500 — 300 = 1200 
workers. With this arrangement the entrepreneur has a strong 
incentive to make use of available labour but is not penalised if he 
cannot get additional workers. 

3. So far we have made for the sake of simplicity an assumption 
that the factory considered produces only one type of goods on 
contracts for one Government Department. Before considering the 
general case we shall transform a little our formula of the profit 
margin. This may be written also: 


wt m 
1 eM 
where m is the actual output. a may be called the degree of 


utilisation. We denote it by u and thus obtain p == Wael they 


the entrepreneur earns his full ‘ standard profit’ ; if u < 1, pro- 
portionately icss. 

Let us now consider the case when a factory produces many types 
of goods and not necessarily for one Government Department. Let 
us number the respective contracts 1, 2, 3, . . . n. In application of 
our form of contract to this case there arises first the question what 
part of ‘standard profit’ should be charged to a particular contract. 
The same problem arises, however, as to the distribution of over- 
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heads. They are probably usually distributed proportionately to 
the respective prime costs. Anyhow whatever the method of charg- 
ing of overheads to particular contracts, the same method may be 
applied to ‘standard profit.” We thus have a series of coefficients 
3, Ge, .-- a, the sum of which = 1 and the ‘standard profit’ 
chargeable to each contract a,S, a,S, ... a,S respectively. 

The formulae for the profit margins for particular contract may 
be now constructed as follows : 


Bi Spots aS an 
2 ae BON! 2 alee 1 J u 
my, My m,, 
where m,, m, . . . m, are the respective rates of actual outputs 


and uw is the general degree of utilisation. It is, of course, a much more 
complex thing to calculate the degree of utilisation of a factory 
when its production is heterogeneous than when it produces only 
one type of goods; but an expert may also here estimate approxi- 
mately by how much the total production is below the level which 
could be obtained with optimum working time, reasonably good 
organisation etc. As to the difficulty arising out of understaffing, 
it may be solved in exactly the same way as in the simplified case 
considered in paragraph 2. 

Now the profits per annum obtained on various contracts by the 
firm will be according to the above formula a,Su, a,Su...a,Su, 
and the total profit = a,Su + a,Su...+ a,Su. 


Since a, + a, . .. + a, = 1 it follows that the total profit = Su. 
Thus as in the case of one commodity the entrepreneur earns his 
standard profit when the ‘target output’ is reached and u = 1, 


and proportionately less when actual output is below the target output. 
It is clear that this system requires a high degree of co-ordination 
between Supply Ministries and the Inland Revenue Department, as 
also a high degree of insight into the conditions prevailing in the 
factories. The latter, however, which is more difficult to achieve, 
is necessary for the sound functioning of armament production in 
any case, and may probably be best achieved by the Production 
Executive and Regional Boards. M. KALEcK1. 


1 Cf. J. Steindl, ‘The Production Executive’s Regional Boards,’ BULLETIN, 
Vol. 3, No. 12. 


A BINDING CASE FOR THE BULLETIN 
SUBSCRIBERS may wish to have their copies of the 1941 
issues of the Bulletin bound in an inexpensive stiff cover. 
Owing to the shortage of material and other war-time diffi- 
culties it is not possible to make these covers in anticipation 
of demand. Subscribers desiring such a cover should 
inform the publishers, Messrs. Basil Blackwell, 49 Broad 
Street, Oxford, and if there is a sufficient demand the binding, 
cases will be available soon. 
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NOTES ON RATIONING 
A. RATIONING AND Prices IN CLOTHING 


The rationing of clothing, cloth and footwear, introduced on 
June ist, 1941, was the first application of the principle of ‘fair 
shares’ outside the field of essential foods. It has been strongly 
urged both in this BULLETIN and elsewhere that the best solution of 
the problem of inflation is the widest possible extension of rationing. 
The experience of the working of the clothes rationing scheme is 
therefore of great significance in considering further extensions of 
rationing and in this article some of the outstanding results are 
described and analysed. 


The Reduction in Consumption 

The first point to examine is the effect of rationing on consumption 
of clothing. The Bank of England publishes a monthly index of 
Sales of Apparel.! If seasonal fluctuations on a basis of the years 
1936-8 are eliminated it is found that the average monthly sales of 
clothing fell by 13 per cent. between the three months prior to 
June 1, 1941, and the four months after June 1st. Using the three 
years 1938-40 (which include one and a half war years) as a basis 
for the calculation of seasonal fluctuations, the fall in average 
monthly sales between the three months prior to rationing and the 
four months after works out at 17 per cent. Thus the effect of 
rationing was to reduce sales in the first four months by about 15 
per cent. Prices rose by about 5 per cent. in between the two periods 
so the real fall was about 20 per cent. 

Retail stocks immediately rose sharply after the introduction of 
rationing and then began to fall. The Bank of England publishes 
figures for the value of stocks at the end of the month expressed as 
a percentage of the corresponding month of the year before. From 
these we may construct the following Table. 

Rerart Stocks oF CLOTHING IN 1941 AS A PERCENTAGE OF 1938. 
(Bank of England) 
Piece Goods = Women’s Men’s and Boots and Price Index 
(Dress Ma- Wear. Boys’ Wear. Shoes. (Fan. =100) 


terials). 1941 
January Se Si _ 150 140 121 100 
February nae aes 114 132 139 130 104 
March... ach 3 122 127 132 122 106 
April ... 137 125 131 116 108 
May 151 130 130 107 III 
June 165 159 140 109 112 
July 201 199 159 118 114 
August —_— 172 158 133 115 
September 157 151 10 116 
October — 155 160 I 117 
November -- 152 146 123 120 


* Piece Goods (Dress Materials), Women’s Wear, Men’s and Boys’ Wear, Boots 
and Shoes. ; 
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The comparison is made with 1938, since 1939 contained the 
abnormal ‘beginning of the war’ months and in September, October 
1940 there was heavy pre-Purchase Tax buying with a consequent 
abnormal fall in retail stocks in these months. It will be seen that 
the immediate result of rationing was a sharp rise in stocks, mainly 
due to the immediate fall in sales, and possibly also to the acquisition 
by retailers of extra stocks without coupons which was permitted 
for a short period. The value of stocks then began to fall. There are 
no separate indices of prices for the items shown in the Table, but 
the Ministry of Labour clothing index (January 1941 = 100) is 
placed at the side to show that the volume of stocks was in October 
no higher than in the immediate pre-rationing months and certainly 
more than 10 per cent. less than at the beginning of 1941.1 

We may conclude that although, as a result of rationing, real 
consumption fell by 20 per cent. the volume of stocks is declining. 
This leads us to a closer study of price changes after rationing. 


The Price of Clothing 


The only available price index is that used by the Ministry of 
Labour in the construction of the Cost of Living Index. According 
to Mr. G. H. Daniel? clothing in this index is largely represented by 
a long list of materials not now commonly used, and, since the 
prices of materials have risen more than those of finished clothing, 
it is not entirely reliable. Thus the Ministry of Labour method of 
calculation gave a rise in clothing prices in Bristol of 58 per cent. 
between August 1939 and February 1941 as against 51 per cent. on 
the basis of Mr. Daniel’s own calculations, an overestimate of about 
one-fifth per cent. per month. This error is sufficiently small, how- 
ever, for us to be able to use the Ministry of Labour quotation to ~ 
méasure month to month changes for a period of about six months. 
Taking the figure for May Ist, 1941, as 100 we obfain for the price 
of clothing at the first day of each subsequent month the following 
index. i , 

INDEX OF CLOTHING PRICES 
(Ministry of Labour ; first day of the month) 
May. June. July. August. September. October. November. 
100 102 103 104 105 106 108 


Despite the introduction of rationing on June Ist, 1941, retail 
prices of clothing have thus continued to rise by a little over 1 per 
cent. per month. This striking phenomenon calls for some explana- 
tion. 


1 In the sense that the seasonal changes in stocks in 1938 may be taken as ‘normal’; 
the value of stocks in 1941 is referred to the corresponding month of 1938. Prices 
in 1938 did not change more than about 1 per cent. so we may compare directly 
' with the 1941 price movements. 

2 “The Cost of Living in Bristol,’ BULLETIN, Vol. 3, No. 14, p. 328. 
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The first possibility is increase in cost of production. Throughout 
the period June-November 1941 raw cotton, cotton yarn, and raw 
wool prices have been nearly constant. Slight increases of the order 
of } per cent. for cotton and 1 per cent. for wool occurred, but such 
increases would not affect retail clothing prices by more than $ 
per cent., if at all, over the period June-November. Between June 
1 and November 1941 also there were no general increases in wage- 
rates in any sections of the textile and clothing industries. A few 
increases (and decreases) in particular districts have been made in 
accordance with cost-of-living sliding scale agreements, again of the 
order of 1 per cent. at the most. In June there was an increase of 
4-5 per cent. in the distributive trades, but as retail margins are of 
the order of 334 per cent. of retail price and wages of shop-assistants 
probably constitute less than a half of these margins, all these small 
‘ margins cannot account for a rise of more than 1 per cent. in retail 
clothing prices. Altogether wage and material costs at the most 
account for a rise of 14 per cent. from June to November. 

A second possibility is in connexion with the Purchase Tax. But 
it is probable that by June 1941 all materials used by the Minis- 
try of Labour were subject to tax (being new stock since October 
1940) and there is no evidence of any change in the method of 
imposition of the tax which could account for the increase in retail 
prices. We are left with the conclusion that retail prices have risen. 
out of proportion to costs. 


Rationing and Prices 


There are several possible explanations. The first is that the 
‘ration’ of 66 points may have been set too high, or more precisely 
the existing ‘quotas’ of material under the various Limitation of 
Supplies Orders and other distribution of materials schemes may be 
insufficient to provide 66 points worth of clothing for all consumers. 
This is to some extent borne out by the decline in stocks noted above 
but the results obtained were not entirely conclusive. Furthermore, 
the average rate of consumption of coupons in the first nineteen 
weeks of rationing was 71!coupons per year as against the ration of 
66, although this 8 per cent. excess does not appear sufficient to 
account for both the rise in prices and the fall in stocks. 

There is a second explanation, slightly more complicated. One of 
the effects of rationing has been to shift demand to more expensive, 
hence presumably more durable clothes. This of itself would not 
cause the Ministry of Labour index to rise; but parallel with the 
shift in demand there has been a shift in supply. The raw material 
quotas and the Limitation of Supplies Orders all limit production of 
civilian clothing by volume, and as profit margins are arrived at as 
a percentage of cost it has naturally paid manufacturers and whole- 


? From a Board of Trade Survey reported in The Times, December 20th, 1941. 
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slers to concentrate on the more expensive, labour intensive, 
articles. It is even possible that they anticipated the shift in consumer 
demand and concentrated so much on the ‘expensive’ items that 
the cheaper and medium quality clothes became relatively scarce 
despite the shift in demand. This theory is borne out by the intro- 
duction of special raw material quotas for ‘utility’ clothing last 
September about which it was officially stated that it ‘is to have the 
first call on the available supplies and its production is to be 
stimulated by all possible means.’! 

Yet another possible cause of the rise in prices is the ‘black market’ 
and the use of forged coupons. If selling ‘outside the ration’ exists 
on any considerable scale (and there is reason to believe that it is 
not negligible) it would have the effect of driving up prices both of 
the ‘black’ goods and also of the rationed goods. For even if the 
original equation of supplies to ‘points’ had been correct the diver- 
sion of some supplies to the black market reduces the ‘rationed’ 
supplies, while leaving the number of points unaltered.? 

All three of the above explanations reinforce one another in the 
tendency to drive up the clothing price index and the first and third 
factors tend to push up all prices and not only the cheaper qualities. 
It is not possible to determine definitely which factor is the most 
important but the above discussion suggests certain points which 
should be borne in mind in planning the extension of rationing 
elsewhere. These and other considerations are examined below. 


B. THE EXTENSION OF RATIONING 


The general analysis of the question of war-time inflation has 
been made by many writers, approaching the problem from different 
angles, and they are almost unanimously agreed that there exists 
a considerable degree of inflation, in the sense that taxation and 
saving have so far been insufficient to bring down current private 
expenditure on consumption to the level of the supply of goods at 
their present prices. The events of the coming year are likely to 
aggravate this state of affairs. As more and more women are drafted 
into industry the volume of money incomes will continue to grow. 
At the same time the entry of the United States into the war means 
that we can no longer rely on being able to obtain as much as our 
ships can carry of the food and materials we want while our shipping 


1 The excess of supply of high quality goods over demand would of course only 
be a temporary phenomenon and would have corrected itself, although the period 
of adjustment might have been considerable. "i : 

2 It might be that the ‘black market’ consists of the sale of unused coupons to the 
dealers in coupons, who resell them to richer people. At first sight this transfer 
ought not to affect prices. But it is probable that in forming the equation of 
‘points’ to available supplies a ‘safety margin’ of unused coupons of poorer people 
wasallowed. The black market by absorbing this safety margin, disturbs the equili- 


brium and causes priccs to rise. 
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space itself will be more than ever scarce because of commitments in 
new theatres of war. 

That the price inflation so far experienced has not been so menac- 
ing as might have been feared has been due to two things. Firstly 
certain principal foods (about two-fifths by value of the present 
consumption of food) and clothing have been rationed, while sub- 
sidies of over £100 million a year are expended to keep steady the 
prices of essential foods, rationed and unrationed. Secondly, the 
full impact of inflation has been softened by the running down of 
stocks of consumption goods. But if the position is much better 
than if there had been no controls at all, it does not follow that it 
could not be improved. On the contrary, in the fields outside 
rationing the phenomena of soaring prices, or where prices are 
controlled, shortages and queues are universal. 

The only way to deal with the general problem of inflation is as 
wide an extension of rationing as is technically possible. Rationing 
also can be used to prevent the running down, or even for the 
building up of stocks, by curtailing the demand for consumption 
goods. It might be argued that it is materials and not finished 
consumption goods which are required for the war effort and that 
these materials can be preserved by prohibiting or limiting the 
current supply of consumption goods in which they are used. 
In a narrow sense this is true. A consideration of a recent example 
of this theory will show, however, that the problem only begins 
with the limitation of supplies. The manufacture of certain rubber 
goods has been prohibited altogether, that of others is to be limited, 
in order to prevent the non-essential use of a material whose prin- 
cipal source of supply is now in Japanese hands: Consider the case of 
those consumption goods made of rubber which are still to be manu- 
factured in limited supply. In some sense they are regarded by the 
Government as essential to the welfare of the community. Some 
-articles, used for example for surgical equipment, will go directly to 
where they are needed, but others, in common use by the public, 
will appear in retail shops, and presumably be bought by those 
with the time to spare or the required established connexion with 
the shopkeeper. If the goods really are essential for all, they should 
be rationed; if essential for some people only, a scheme should be 
devised to ensure as far as possible that the right people get them. 
To allow manufacture without also making some arrangement for 
distribution is almost to imply that the goods in question cannot 
after all, be regarded as essential. Moreover, if the supply alone is 
limited, the existing stocks of rubber goods are rapidly exhausted, 
as consumers buy in anticipation of future shortage. If rationing is 
introduced at a later stage the resultant ration is correspondingly 
smaller than if it were introduced simultaneously with the limitation 
of supply. 

The preservation of stocks is highly important in view of the 


BULLETIN AND DIARY 49 


difficult military year ahead forecast by the Prime Minister. This 
preservation is best guaranteed by rationing; it has also been argued 
that the distribution problem is also best tackled by an extension 
of rationing. The questions to be answered, therefore, are where and 
how should rationing be extended. 

The Ministry of Food scheme for tinned foods, despite its uncer- 
tain start, has been everywhere welcomed, partly, no doubt, because 
of the excellent quality of the food inside the tins, but principally 
because of the equal distribution of the goods. The covering of all 
foods by this or similar rationing schemes would seem to be the 
next step. In the non-food sector probably the most urgent need is for 
the rationing of household materials, piece-goods, pots and pans, 
cleaning materials and so on. 


Value and Point Rationing 


There are two principal techniques of rationing, by points as 
in the case of clothing or by value as in the case of meat. If a point 
system is accompanied by rigid price control and standardisation 
of product, e.g. for butter the two methods become identical. What 
are the advantages or disadvantages of these two ways of rationing ? 

In dealing with fairly wide groups of commodities value rationing 
has certain definite advantages. If any change in total consumption 
is required the authorities need only announce a change in the 
expenditure permitted on a particular group,as the Ministry of 
Food announces from time to time changes in the meat ration. 
Very wide groups may be covered without the need to resort to 
elaborate ‘point’ schedules. The consumer also benefits because he 
has only to take into account the limitation of expenditure, without 
the additional complication of ‘points,’ while the smaller number 
(but greater breadth) of groups is a boon. The social appeal of 
‘fair-shares’ is valid, when expenditure is limited uniformly, in a 
sense that under the point system allowing (e.g. clothing) a wide 
variation in expenditure, it cannot be. 

There are, however, certain difficulties associated with value 
rationing which must be examined. Firstly there is the problem of 
keeping a check on the rations, to see that expenditure without 
coupons does not take place. The authorities can only know the 
wholesale value of goods sold to retailers, while the consumers 
coupons are expressed in retail values. Where wholesale and retail 
prices are rigidly controlled, or where the retailers’ margins are 
known or easily ascertainable the problem of checking is not diffi- 
cult. This particular problem is rendered much easier by standar- 
disation of products or limiting the number of types of goods pro- 
duced, e.g. for ‘utility’ clothing maximum margins are fixed and 


1 They cannot check ‘black market’ purchases by retailers which are not entered 
in the books of either retailer, wholesaler or manufacturer. This difficulty arises, 
however, under ‘point’ rationing also. 
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also, whatever the margins, prices must not exceed a certain ceiling. 
Where, however, no practicable control of margins, prices or types 
can be devised in a short time point rationing ensures the uniform 
distribution of the various items covered, although in this case no 
account is taken of their quality. Secondly the effect of value ration- 
ing may be to curtail the expenditure of richer people on the par- 
ticular group while leaving unaffected that of poorer people whose 
incomes are insufficient to buy the full ration. As a result of the 
enforced reduction in outlay the richer people may buy cheaper 
qualities or substitutes within the group which in turn may be more 
bulky and hence use more shipping space. This phenomenon might 
be partly offset by subsidising the incomes of poorer people? so that 
they may increase their money outlay on the rationed group and 
thereby switch to more expensive, but less bulky, commodities 
with a consequent reduction in the shipping space used. A comple- 
mentary solution is for the Government to subsidise the price of the 
more expensive goods, where they are less bulky, so that rich and 
poor alike can buy them.? 

If this ‘bulky import’ question were the only one to be considered, 
rationing by points would offer a more straightforward and simple 
solution. For the ‘points’ could be determined in praportion to the 
shipping space used. But point rationing itself has disadvantages in 
other ways. From the social point of view the principle of ‘fair- 
shares’ cannot in justice be claimed, for there is:no limit to the 
money value of goods purchased within the ration, except the 
wealth of the individual. Point rationing may be inimical to the 
war effort in a more direct way. If materials only are limited manu- 
facturers will tend to employ more labour in each article in order to 
keep up the total volume of profits, which are normally arrived at 
by adding a more or less established percentage to prime cost. The 
appearance of this phenomenon was observed, ir. another connexion, 
in the case of clothing. The production of more labour intensive 
goods is, in general, wasteful of labour. A point system could be 
supplemented by standardisation, or the prohibition of the produc- 
tion of goods above a certain value, in order to deal with this par- 
ticular wastage. This potential waste of labour is not inherent in a 
system of value rationing. 

The actual choice of which system should be used in practice 
can thus only be made with a full knowledge of the facts with regard 
to the scarcity of shipping space and the degree of wastage of labour 
likely to occur under a point scheme. Theoretically the fairest 
scheme would be one of value rationing for various groups, supple- 


* For example, on the lines suggested by Mr. Kalecki, for resale, against their 
cash value of unused coupons t> the Government. See BuLtetin, Vol. 3, No. 55 
p- 103. le, 

* Such subsidies may be used to reduce the call on shipping space even when no 
rationing scheme is introduced. 
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mented by income subsidies and price subsidies. Once such a scheme 
is in operation it is extremely flexible, so that changes in the supply 
situation, which occur with great speed and violence, may be 
immediately reflected in the ration. The impact on the consumer 
also is reduced to a single change in expenditure as against a revision 
of an entire point schedule. 


Administration 


The efficiency of rationing is undoubtedly greater if the consumer 
is registered with one shopkeeper than if, as for tea and clothing, 
any shop may be used. Registration, however, is only practicable 
and fair if there is a fairly high degree of standardisation of 
products sold. For food this degree is probably sufficient, the 
more especially as the Ministry of Food already contains the 
machinery for distributing many foods to the shops, and this 
machinery can easily be extended to ensure a well-balanced 
range of foods for each area and each district. Registration, in 
fact, is linked up with the rationalisation of the retail trade 
for the war period; the former can only be enforced if the 
latter is carried through, the latter seems impossible to achieve 
without the former. A safety-valve in the form of greater freedom to 
change the retailer with whom the customer is registered than is 
allowed at present for rationed goods might ensure equality of 
treatment for the consumer. 

If however in regard to any commodity neither limitation of the 
number of qualities produced, nor rationalisation of retail distribu- 
tion is forthcoming, the freedom to buy at any retailer would have 
to be maintained. This means in both point and value rationing a 
greater difficulty in controlling the black market, but a black market 
on the fringe of rationing is distinctly less undesirable than a com- 
pletely uncontrolled free market in scarce commodities. 

Finally the increasing number of coupons must be taken into 
account, as also the increase in the administrative machinery. The 
former need not be too great if fairly wide groups of commodities 
are chosen. For example all household materials could be grouped 
under a value scheme, chocolates, cakes, sweets and tobacco under 
a second and all other items under a third. Or if this is too much 
two schemes only would suffice; one to cover all food not at present 
rationed and a second for all goods other than clothing (with excep- 
tions e.g. books, furniture, etc.). Although the immediate effect of 
rationing might be to increase to some extent the administrative 
staff, the resultant increase in productivity, e.g. the elimination of 
queues would reduce absenteeism, would far outweigh this initial 
disadvantage. 

The argument may be summarised as follows :— 


1. The general problem of inflation and more particularly the 
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need to preserve stocks, can only be met by the widest possible 
extension of rationing. 

2. There are two techniques of rationing, by points and by value. 
In deciding which to choose, a variety of factors: shipping space, 
labour supplies and the principle of fair-shares, have all to be taken 
into consideration. On balance value rationing is to be preferred, 
supplemented by subsidies on the lower incomes and price subsidies 
for the more expensive imports where they are least bulky. Such a 
system, once set in motion, is highly flexible to changes in supplies. 

3. Where registration with a particular shop does not cause 
inequity, it is desirable, as giving greater control over the black 
market. If, however, registration is not practicable the black market 
danger is reduced by limiting the number of types of each good 


produced. G. D. N. Worswick. 


DIARY 

Booxs 

The table below, which is based on figures given in the Bookseller, 
shows the numbers of different kinds of books which have recently 
been published, compared with the numbers published in 1938. 
The groups are listed in the order in which they have managed to 
maintain themselves during the war. The total number of publica- 
tions, including reprints and new editions, has declined by over 50 
per cent. Books on social and political subjects have come through 
best, while books on technical matters, literature and art, and 
religion have all experienced similar reductions. Educational and 
miscellaneous books have suffered most. But apart from the larger 
proportion of social and political books and the much smaller pro- 
portion on educational and other subjects, there do not appear to 
have been any great changes in the relative supplies of different 
kinds of reading matter. 


Year 1938. Year 1941. 
No. of publica- No. of publica- 
tions. per cent. tions. per cent. 
Social, Political Se 2,096 - 129 1,22 16+1 
Technical eer ‘ee 1,854 11*4 ne 13°8 
Religion - 2 875 54 446 59 
Literature, Art aan 7,225 44°5 3.355 44-3 
Educational ... nae 1,341 8-3 340 45 
Others <e Ae 2,828 . 17°5 Bae iB 15°4 
Total ns 16,219 100-0 7,581 100-0 


The list excludes books and pamphlets published at less than 6d. 
as well as most government publications. 


_ } The fact that prices have risen despite rationing in the particular case of cloth- 
ing in no way impairs the argument that rationing checks inflation. Particular 
reasons were suggested to account for the continued rise in clothing prices. If 
there had been no rationing at all the rise would have been. far greater, ‘ 
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EXTENSION OF THE Foop RATIONING SCHEME 


The Food Point Rationing Scheme presents, after its recent 
extension, a rather peculiar structure. While it includes goods which 
are definitely not close substitutes—canned meat and fish on the 
one hand and rice and dried fruit on the other—it does not include 
very close substitutes of the goods which are represented in it. For 
instance rice and dried fruit are important ingredients of puddings. 
Their rationing will therefore increase the demand for cakes and 
probably sweets in general which are already in short supply. 

Perhaps the ‘mixed’ character of the scheme is an indication that 
it is considered a nucleus for the comprehensive rationing of food? 
That would be welcome. But then the scheme should be gradually 
extended in such a.way as to embrace simultaneously each new 
product with its close substitutes. And the best solution would be, 
of course, to make it comprehensive by one stroke. 

Since all prices of foods covered by the Point Rationing Scheme 
are controlled, rationing by value would cause no difficulty because 
the retail value of the goods in question could play the réle of 
points. This solution is discussed in some detail in an article in this © 
issue. 


CLosING OF TRAINING CENTRES 


_ It was announced that the Ministry of Labour training centres, 
which were responsible for a yearly output of about 50,000 trainees 
for industry and an additional number of trainees for the forces, 
are to bé reduced in number from 39 to 24. This need not neces- 
sarily imply a reduction in the rate of training, because the training 
period is simultaneously reduced by about one half. The standard 
training course of 16 weeks is to be shortened to a period of 4 to 8 
weeks, and only particularly suitable candidates are to be given 
longer training. The reduction of training period is due to the fact 
that training in government centres has proved too elaborate for 
the needs of industry. This would in itself explain the reduction in 
training capacity on the assumption that the rate of training is not 
to be increased. In fact, the intake of trainees has fallen off since 
half a year ago, and the inability of the centres to obtain the neces- 
sary number of women recruits seems to be the primary reason for 
the shut-down. It is maintained that this does not imply a general 
insufficiency of the number of recruits, but a shift from training in 
centres to training in industry. mr 29% 
The explanation is not altogether satisfactory. In view of the 
expected replacement on a large scale of male labour in industry by 
women labour (Mr. Bevin’s one million married women for indus- 
try, distributive services and offices) it would seem that the rate of 
training, which was about 250,000 to 300,000 a year in 1940-41, 
has to be increased. Unless there is a general case against govern- 
ment centres and in favour of training in industry, it is therefore 


54 BULLETIN AND DIARY 


surprising that existing facilities are not used to the utmost. That 
the recruits prefer to go into industry immediately and only second- 
grade candidates and rejects of industry are left to the centres cannot 
be accepted as inevitable, and it may perhaps partly be met by an 
adaptation of the centres to the technical needs of industry. Short- 
period training in government centres has been on a comparatively 
large scale in some other countries: Canada is training about 
50,000 a year, the United States something of the order of a million. 

Among the fifteen closed-down centres there are four which 
were used for the training of soldiers. The official explanation, 
according to The Times, is that the requirements of the army for 
skilled men have been met, and these centres are therefore no 
longer necessary. It may be recalled that the preliminary Report of 
the Beveridge Committee based its case for a withdrawal of skilled 
men into the forces partly on the argument that extensive and well- 
designed arrangements for the training of men in the forces were in 
existence, and everything possible in the way of training was already 
done. 


SYNTHETIC RUBBER 


Technical, commercial and above all strategic considerations 

explain the rapid development of the synthetic rubber industry in 
the last decade. Successful laboratory experiments have been made 
during and since the last war, using coal and lime, petrol and 
alcohol as basic materials. ‘The alcohol products have been further 
developed for large scale production, except for Germany, where the 
coal and lime product is presumed to be in use-as well. Artificial 
rubber is superior to the natural product in some’ chemical and 
technical qualities, but more expensive. Its use was, therefore, 
reserved originally to the manufacture of articles requiring special 
qualities, e.g. printing rollers and implements in the oil and chemi- 
cal industry. Now, it is asserted that if the life of a motor tyre could 
be extended by 15 per cent. (which is not unlikely) by using syn- 
thetic instead of natural rubber for the tread it would pay to use the 
artificial product even if it were four times dearer. The price of the 
U.S.A. product ‘neoprene’ has been reduced to about Is. a pound 
as compared to a rubber price of gd. 
_ The development of synthetic rubber production in U.S.A. and 
in the U.K. was held up by two main considerations. Synthetic 
rubber requires expensive plant installations, costing about £1 mil- 
lion for an output capacity of 3,000 tons a year. The risk of this 
investment was considerable, for although rubber prices had been 
maintained, and increased since 1934 by the International Rubber 
Regulation Committee, there was no certainty that this new 
Regulation scheme might not break down, and be followed by a 
catastrophic fall in the price of rubber such as had occurred after 
the collapse of the Stevenson scheme. 
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The autarchic policies of the Soviet Union and Germany overcame 
these difficulties by guaranteeing prices and/or ‘sales.’ Of the total 
output of about 150,000 tons of synthetic rubber in 1938, about 
100,000 tons were produced in the Soviet Union (providing to- 
gether with re-claimed rubber for the greater half of requirements) 
and about 30,000 tons in Germany, the rest mainly in U.S.A. 

The war has speeded up the expansion of artificial rubber pro- 
duction in the U.S.A. A Rubber Reserve Company was formed as a 
subsidiary of the Reconstruction Finance Corporation with the 
purpose of accumulating stocks of crude and re-claimed rubber and 
encouraging the production of synthetic rubber by a policy of 
guaranteed prices and advance orders. It is believed that the 
Company had stocked about 4-500,000 tons of crude and consider- 
able amounts of re-claimed rubber at the turn of 1941-2 and that 
plant with an annual output of 70-80,000 tons of synthetic rubber 
was already working, ready for production, or under construction. 
After the outbreak of the Pacific War a programme of big extensions 
was announced, amounting to £100 million, which it is expected 
will result in a total U.S.A. synthetic rubber output of 400,000 
tons a year. This may be an overestimate and it is clear that the 
programme cannot be completed in a short time. A drastic reduction 
of civilian rubber demand seems, therefore, imperative. Of the 
650,000 tons (430,000 tons imported? plus 200,000 tons reclaimed 
rubber), consumed in U.S.A. in 1938 about 75 per cent. were used 
in the manufacture of tyres for vehicles. The proposed restrictions 
on the manufacture and sale of motor cars, together with the 
gradual extension of the production of synthetic rubber, should go 
some way to avoid a rubber crisis. 

The position of Great Britain is different. Crude rubber stocks 
are believed to be ample (about 100-200,000 tons, equivalent to 
one or two years’ peace-time consumption) ; but the synthetic rubber 
industry, much discussed before the war, is still in an embryonic 
stage with a capacity of, say, 2-3,000 tons. Rubber reclamation is 
similarly underdeveloped, scrap rubber having been usually shipped 
to U.S.A. for regeneration. Restriction of the consumption of rubber 
articles, the organisation of scrap rubber collection and regeneration, 
the construction of plants for the production of synthetic rubber, 
negotiations with the U.S.A.on the division of the scarce product, 
may help to solve the problem also for this country, even if the 
Allies should lose all supply sources of the Far East. 


1 About 40 per cent. of world output. For the distribution of world output and 
consumption of natural rubber see BULLETIN, Vol. 4, No. 1. 


ERRATUM. 


The percentage increase in cotton in the Table on p. 384 of 
Bulletin Vol. 3 No. 17 should read 31 per cent. instead of 13 per 
cent. 


